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Subsidy elimination: Would it be the panacea seen by some?
If many advocates of trade liberalization had their way, all agricultural subsidies would go the way of the passenger pigeon and dodo 
bird. They would simply disappear from the face 
of the earth. The argument is that subsidies distort 
market signals bringing about excess production 
of subsidized crops which drives their market 
prices downward, often below the cost of produc-
tion. Since the global south cannot afford to pay 
subsidies, their farmers are forced to compete with 
below-the-cost-of-production imports coming 
from the global north.
Hence the argument is that farmers in the global 
south would benefit from the elimination of farm 
subsidies that are paid to farmers in the global 
north, primarily the U.S. and the European Union 
(EU). Without subsidies, it is argued that US and 
EU farmers would reduce their production of 
crops which would, in turn, reduce the supply 
and increase prices for all. In addition this lower 
production in the US and the EU would expand 
access for farmers in the global south, allowing 
them to sell additional products into the lucrative 
markets of the north.
There is scant evidence that aggregate agriculture 
responds to price changes with commensurate 
changes in the amount of land dedicated to crop 
production. In the period following the adoption 
of the 1996 Farm Bill, aggregate farm-level prices, 
adjusted to include all payment types, dropped by 
as much as 22 percent, while harvested acreage 
declined by as much as 3.5 percent. It should be 
noted that the harvested acres in the comparison 
year, 1996, were higher than in previous years be-
cause acreage previously diverted by annual seta-
side programs was returned to production. Hence 
the 3.5 percent drop is from an acreage high point.
In those years, as always, farmers shifted land from 
one crop to another to try to take advantage of any 
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crop that appeared to have the potential of provid-
ing a greater financial return. What they did not 
do was reduce total acreage farmed significantly.
Given this type of behavior on the part of farm-
ers, we should expect that in the absence of sub-
sidies, farmers would shift away from crops with 
high production costs in favor of crops with lower 
production costs. Some acreage would move out 
of cotton and rice production and into corn and 
soybean production. But farmers would plant all 
of their cropland all of the time unless prevented 
from doing so by weather events.
Over time some farmers would run out of re-
sources to tap and would either go bankrupt or 
quit farming. In the former case, the land would 
be sold to a new operator who most likely would 
keep it in production. In the latter case, the farmer 
would lease it to a neighbor who also would return 
it to production. Farmers may leave the agricul-
tural production sector, but, with few exceptions, 
the land remains as active as ever.
Over time, the price of land would drop in an 
attempt to lower the U.S. cost of production to 
better match the cost of production in competi-
tor countries like Brazil. Under these constraints 
some small amount of acreage undoubtedly would 
be shifted to the production of minor crops or to 
pasture, but the resulting reduction in production 
likely would be minimal.
The financial impact of the decapitalization of land 
in farming areas would be significant especially on 
local school districts who receive a significant por-
tion of their revenue from property taxes, much of 
which is based on agricultural land. Other govern-
ment services from law enforcement to streets and 
roads would also be negatively affected by a deep 
and permanent cut in the value of agricultural 
land. continued on page 5
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Farmers who used land as a collateral for their 
loans (and many do) would find themselves in a 
financial crisis as the price of land fell. Country 
banks would have to pull their loans because of 
insufficient collateral and unless the farmer had 
another source of cash, the farm would have to 
be sold to satisfy the loan. As a result land prices 
would continue to tumble for some time. Under 
this scenario, banks with considerable ag based 
loans would face some solvency issues.
With less to spend, farmers would reduce their 
purchases of capital equipment like trucks, trac-
tors, and combines using them for several years 
longer than they presently do. Implement deal-
ers and Main Street retailers would be faced with 
lower farm related sales as well. Undoubtedly 
churches and civic organizations would also feel 
the pinch.
Stress levels would be high across rural farming 
communities. If the experience of the 1980’s is at 
all relevant the number of suicides would increase 
dramatically as would the number of divorces. The 
decapitalization of farming communities, brought 
on by the ending of all subsidies, would also in-
crease the rural to urban migration pattern that has 
been evident for the past century.
Through all this, the level of production of U.S. ag-
gregate crop agriculture would decline very little. 
The crop mix would change, but the relatively 
small increase in crop prices would be a fraction of 
the per bushel payments farmers currently receive. 
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Overall Women Conference
Overall Women is for women involved in or af-
fected by agriculture, whether it is managing your 
own farm operation, as a business partner, impact-
ed by the farm economy, or just wanting to learn 
more about today’s agriculture. Gather with other 
rural women to network and learn. This year’s 
conference will be at the new Coralville Marriott 
Hotel, just off I-80 in the Iowa City area. 
Dr. David Kohl, Professor emeritus of Agricultural 
and Applied Economics at Virginia Tech, head-
lines the conference. An internationally recognized 
expert on rural finance, he brings his high energy 
and entertaining style to the conference to share 
his vision of the global agricultural landscape. 
More than 30 different workshop sessions will be 
offered and casual conversation and relaxation will 
follow the Friday evening banquet. 
Come for both days, or register for a single day. 
Invite your neighbors, your co-workers, and your 
relatives to join you. We look forward to seeing 
you in Coralville on January 26 and 27, 2006.
Are you looking for a unique gift idea for a friend 
or relative? Give someone special the gift of en-
richment by purchasing her a gift certificate for a 
conference registration. You may register for a gift 
certificate by visiting the register online tab on the 
sidebar of this page, and following the online reg-
istration directions, or calling 1-800-262-0015.
. . . and justice for all
The U.S. Department of Agriculture (USDA) prohibits dis-
crimination in all its programs and activities on the basis of 
race, color, national origin, gender, religion, age, disability, 
political beliefs, sexual orientation, and marital or family 
status. (Not all prohibited bases apply to all programs.) 
Many materials can be made available in alternative formats 
for ADA clients. To file a complaint of discrimination, write 
Permission to copy
Permission is given to reprint ISU Extension materials 
contained in this publication via copy machine or other 
copy technology, so long as the source (Ag Decision 
Maker Iowa State University Extension ) is clearly iden-
tifiable and the appropriate author is properly credited.
USDA, Office of Civil Rights, Room 326-W, Whitten Build-
ing, 14th and Independence Avenue, SW, Washington, DC 
20250-9410 or call 202-720-5964.
Issued in furtherance of Cooperative Extension work, Acts 
of May 8 and June 30, 1914, in cooperation with the U.S. 
Department of Agriculture. Jack M. Payne, director, Cooperative 
Extension Service, Iowa State University of Science and Technol-
ogy, Ames, Iowa. 
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Updates, continued from page 1
Suggested Closing Inventory Prices– C1-40 (2 pages)
2006 Farmland Value Survey– C2-70 (5 pages)
Please add these files to your handbook and remove the out-of-date material.
Internet Updates
The following updates have been added to www.extension.iastate.edu/agdm.
Business Development vs. Economic Development – C5-13
Decision Tools
The following decision tool has been added to www.extension.iastate.edu/agdm.
Simple Hog Market Calculator  – Use this decision tool to evaluate the added return per head 
from marketing hogs a few days later and at a heavier weight.
Swine Marketing Decision Calculator  – Use this decision tool for help in evaluating optimal 
marketing weight.
